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MF regulations overhaul: Unexpected but manageable

The SEBI has published a consultation paper aimed at areas such as fee
transparency and protection. There are a couple of main takeaways for the
names we cover: (1) the removal of 5 bps exit load: for the MF value chain,
we see ~3-4% impact from the removal of 5 bps exit load; and (2) lowering of
TER slabs: this is done to separate statutory cost in TER; we need more clarity
to ascertain the impact as there is a risk that some of the decline may not be
passed through. Our experience from the 2023 regulatory intervention
suggests some of the proposals would get debated extensively.

SEBI proposes new MF regulations

The SEBI has undertaken a comprehensive review of the MF regulations. While
the broader purpose is to simplify and shorten regulations covering mutual
funds, there are few pertinent items with respect to AMC financials: (1) removal
of 5 bps exit load charged to the scheme as part of the overall total expense
ratio (TER); and (2) lowering of expense ratio slabs with a view to exclude all
the statutory levies (STT, GST, stamp duty, etc.) from expense ratio limits. Some
of the other proposals include (1) greater disclosure of TER, including
brokerage, exchange and regulatory fees and statutory levy; and (2) enabling
differential expense ratios based on fund performance.

Removal of 5 bps exit load: Impactful based on who bears it

The removal of exit load, while not expected, is probably one of the constant
items to undergo cuts: introduced at 1% in 2009, then reduced to 20 bps in 2012
and then to 5 bps in 2018. A 5-bps cut on equity regular TER of 1.8% implies a
3% hit to the value chain. If AMCs were to absorb all the hit, the impact on
revenues would be around ~5% and on core PBT around ~10%. However, we
note that the comparison of revenue growth between AMCs and distributors
reveals a still unbalanced sharing of the industry revenues (Exhibit 3). RTAs
could also face additional pricing pressure.

New slab rates on TER: Await more clarity on the impact

The SEBI has also proposed the creation of new expense ratio slabs, which are
below current rates on a headline basis by ~15 bps. The consultation paper
specifically notes that TER limits are revised downward to the extent of GST on
all expenses other than management fees. This implies that GST on distribution
commission could be the largest component of the 15 bps cut to TER. We need
to ascertain what the actual impact of this is, especially for large players, as
distribution commissions could be lower for select large funds.

Brokerage costs: Sharp reduction in allowable costs

There is a proposal to reduce the limit on brokerage cost to 2 bps (from 12 bps)
for cash trades and derivatives to 2 bps (from 1 bps). The SEBI has flagged
reservations with respect to double charging of research services, i.e., both
through the broker and AMCs’ own stock.
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Draft TER proposal is ~15 bps lower than current TER

I Exhibit 1: History of expense ratio regulations and current proposal

0ld TER Regime (pre 2018) Current TER regime (post 2018) Current TER regime (post 2018)
Proposed
Fund AUM Effective Fund AUM Effective Fund AUM Effective reduction
(Rs bn) TER(%)  TER (%) (Rsbn)  TER(%) TER (%) (Rsbn) TER(%) TER (%) (%)
1 2.50 2.50 5 2.25 2.25 5 2.10 2.10 (0.15)
4 2.25 2.31 7.5 2.00 217 7.5 1.90 2.03 (0.14)
5 2.00 2.25 20 1.75 1.91 20 1.60 1.76 (0.15)
7 2.00 2.18 50 1.60 1.72 50 1.45 1.58 (0.15)
7.5 1.75 2.15 100 1.50 1.61 100 1.35 1.46 (0.15)
10 1.50 1.90 150 1.45 1.56 150 1.30 1.41 (0.15)
20 1.75 1.81 200 1.40 1.52 200 1.25 1.37 (0.15)
50 1.75 1.81 250 1.35 1.48 250 1.20 1.34 (0.14)
100 1.75 1.78 300 1.30 1.45 300 1.15 1.30 (0.15)
150 1.75 1.78 350 1.25 1.42 350 1.10 1.28 (0.14)
200 1.75 1.77 400 1.20 1.40 400 1.05 1.25 (0.15)
250 1.75 1.76 450 1.156 1.37 450 1.00 1.22 (0.15)
300 1.75 1.76 500 1.10 1.34 500 0.95 1.19 (0.15)
350 1.75 1.76 550 1.05 1.32 550 0.90 1.17 (0.15)
400 1.75 1.76
450 1.75 1.76
500 1.75 1.76
550 1.75 1.76
Source: AMFI, Kotak Institutional Equities
Around ~9-12% impact on core PBT due to 5 bps exit load removal, if fully absorbed by AMCs
I Exhibit 2: Impact on core revenue and core PBT with removal of exit load
Impact of 5 bps Core earnings
Revenue Core PBT Equity AAUM removal Revenue impact impact
(Rs bn) (Rs bn) (Rs bn) (Rs bn) (% of revenues) (% on core PBT)
HDFC AMC 10.3 7.8 5,720 0.7 7.0 9.2
ABSL AMC 5.1 2.7 1,924 0.2 4.7 8.9
NAM 7.5 3.8 3,014 0.4 5.0 10.0
UTI AMC 4.2 1.3 1,332 0.2 4.0 12.5

Source: Company, Kotak Institutional Equities

Distributors have seen stronger revenue growth compared to AMCs in recent years
I Exhibit 3: Indexed growth in revenues for distributors and AMCs, 2013-25

Distributor commissions — AMC revenues
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AMCs are more consolidated than distributors

l Exhibit 4: Share of top 10 and top 5 players in revenues, March fiscal year-ends, 2013-25 (%)
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Regular TER is lower for large AMCs
I Exhibit 5: Regular TER, as of March 2025 (%)
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Capital Markets

Direct TER reflects differences in profitability

I Exhibit 6: Direct TER, as of March 2025 (%)
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Abhijeet Sakhare, Nikhil Suresh.”

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

20% |:| Percentage of companies covered by Kotak Institutional
° Equities, within the specified category.

60% -
|:| Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.

40%
* The above categories are defined as follows: Buy = We
expect this stock to deliver more than 15% returns over
the next 12 months; Add = We expect this stock to deliver
20.9% 22.6% 5-15% returns over the next 12 months; Reduce = We

20% expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% A 51% 7.1% are also on a 12-month horizon basis. These ratings are
2.7% 2.7% used illustratively to comply with applicable regulations. As
of 30/09/2025 Kotak Institutional Equities Investment

BUY ADD REDUCE SELL Research had investment ratings on 297 equity securities.

30% o 29.0% 27.6%

0%

Source: Kotak Institutional Equities

As of September 30, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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Corporate Office Overseas Affiliates

Kotak Securities Ltd. Kotak Mahindra (UK) Ltd Kotak Mahindra Inc

27 BKC, Plot No. C-27, “G Block” Bandra Kurla 8th Floor, Portsoken House PENN 1,1 Pennsylvania Plaza,
Complex, Bandra (E) Mumbai 400 051, India 155-157 Minories, London EC3N 1LS Suite 1720, New York, NY 10119, USA
Tel: +91-22-43360000 Tel: +44-20-7977-6900 Tel: +1-212-600-8858

Copyright 2025 Kotak Institutional Equities (Kotak Securities Limited). All rights reserved.

The Kotak Institutional Equities research report is solely a product of Kotak Securities Limited and may be used for general information only. The legal entity preparing this research report is not registered as a broker-dealer in the United
States and, therefore, is not subject to US rules regarding the preparation of research reports and/or the independence of research analysts.

. Note that the research analysts contributing to this report are residents outside the United States and are not associates, employees, registered or qualified as research analysts with FINRA or a US-regulated broker dealer; and

. Such research analysts may not be associated persons of Kotak Mahindra Inc. and therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held
by a research analyst.

Kotak Mahindra Inc. does not accept or receive any compensation of any kind directly from US institutional investors for the dissemination of the Kotak Securities Limited research reports. However, Kotak Securities Limited has entered
into an agreement with Kotak Mahindra Inc. which includes payment for sourcing new major US institutional investors and service existing clients based out of the US.

In the United States, this research report is available solely for distribution to major US institutional investors, as defined in Rule 15a - 6 under the Securities Exchange Act of 1934. This research report is distributed in the United States by
Kotak Mahindra Inc., a US-registered broker and dealer and a member of FINRA. Kotak Mahindra Inc., a US-registered broker-dealer, accepts responsibility for this research report and its dissemination in the United States.

. This Kotak Securities Limited research report is not intended for any other persons in the United States. All major US institutional investors or persons outside the United States, having received this Kotak Securities Limited research report
shall neither distribute the original nor a copy to any other person in the United States. Any US recipient of the research who wishes to effect a transaction in any security covered by the report should do so with or through Kotak Mahindra
Inc. Please contact a US-registered representative; Gijo Joseph, Kotak Mahindra Inc., PENN 1,1 Pennsylvania Plaza, Suite 1720, New York, NY 10119, Direct +1 212 600 8858, gijo.joseph@kotak.com.

This document does not constitute an offer of, or an invitation by or on behalf of Kotak Securities Limited or its affiliates or any other company to any person, to buy or sell any security. The information contained herein has been obtained
from published information and other sources, which Kotak Securities Limited or its affiliates consider to be reliable. None of Kotak Securities Limited accepts any liability or responsibility whatsoever for the accuracy or completeness of
any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging securities markets may be subject to risks significantly higher than more
established markets. In particular, the political and economic environment, company practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to significantly
lower information quantity and quality. By accepting this document, you agree to be bound by all the foregoing provisions.

This report is distributed in Singapore by Kotak Mahindra (UK) Limited (Singapore Branch) to institutional investors, accredited investors or expert investors only as defined under the Securities and Futures Act. Recipients of this analysis
/report are to contact Kotak Mahindra (UK) Limited (Singapore Branch) (16 Raffles Quay, #35-02/03, Hong Leong Building, Singapore 048581) in respect of any matters arising from, or in connection with, this analysis/report. Kotak Mahindra
(UK) Limited (Singapore Branch) is regulated by the Monetary Authority of Singapore.
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investment decisions that are inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additionally, other important information regarding our relationships with the company
or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. We are not soliciting any action based on this material. It is for
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